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William Caton
Acting Secretary
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Room 222
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Washington, D.C. 20554

Re: Price Cap Performance Review for Local Exchange Carriers; Treatment ofVideo Dialtone
Services Under Price Caps, CC Docket No. 94-1

Dear Mr. Caton:

On behalfofMCI Telecommunications Corporation, attached you will find a pleading in the
above-captioned proceeding. The text of the document bears the date that it would have been
filed at the Commission, had the agency not been closed.

This is to notify you that the document is being filed and served today, the first business day on
which the Commission has re-opened.

Sincerely,

Mary L. B'ro'-n
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Acting Secretary
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Room 222
1919 M Street,
Washington, DC
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Re: Price Cap Performance Review for Local Exchange
Carriers; CC Docket No. 94-1; Treatment of Video
Dialtone Services Under Price Caps

Dear Mr. Caton:

Enclosed herewith for filing are the original and four (4) copies
of Mcr Telecommunications Corporation's Reply Comments, regarding
the above-captioned matter.

Please acknowledge receipt by affixing an appropriate notation on
the copy of the Mcr Reply Comments furnished for such purpose and
remit same to the bearer.

Sincerely,

~~&

Mar~. Brown
Enclosure
MLB
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FEDERAL COMMUNICATIONS COMMISSION 1:...,
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In the Matter of

Price Cap Performance Review
for Local Exchange Carriers;
Treatment of Video Dia1tone Services
Under Price Caps

)
)
)
)
)

)

CC Docket No. 94-1

DOCKET FILE COpy ORKJINAL

MCI'S REPLY TO THE OPPOSITIONS TO
PETITION FOR RECONSIDERAnON

MCI Telecommunications Corp. (MCI) respectfully submits its reply to the pleadings

filed by the Regional Bell Operating Companies (RBOCs) opposing petitions for reconsideration

filed by MCI and Cox Enterprises, Inc. (Cox). The RBOCs have not made even a minimally

persuasive case for the use of a "de minimis" exception that would permit video dialtone costs

and revenues to be included in the calculation of local exchange carrier earnings. In addition.

there appears to be a growing industry consensus on the need for creating a video dialtone

category in Part 69.

Only two of the RBOCs were able to identify a costing process that would be required

immediately if the Commission were to abandon the "de minimis" exemption. Bell Atlantic

admits that carriers will have to track costs internally, but argues that carriers will not be

required to allocate those costs through the Part 69 process. I NYNEX states that by having the

I Bell Atlantic Opposition at 3-4.



"de minimis" exception, LECs need not conduct sharing/low-end adjustments.2

The cost allocation processes identified by these RBOCs are so minimally burdensome

that it is difficult to fathom why there should be a "de minimis" exemption at all. Since the

carriers already are subject to cost reporting requirements,] and will be subject to cost allocation

methods resulting from this proceeding, it is hardly burdensome to apply the cost allocation

methods required by the Commission to the data already collected. The actual calculation of the

numbers themselves is not by any stretch of the imagination a major undertaking.

Even if the RBOCs could show a minimal burden, that minimal burden would have to be

weighed against the potential for cross-subsidy in a price cap system that continues to rely on

sharing as a back-stop mechanism. As AT&T has calculated in its comments in the Further

Notice, a "de minimis" standard such as the one proposed by the Commission could result in a

reduction to the sharing obligation of as much as $105 million a year. 4

It is no answer to say that the local exchange carriers have elected a productivity factor

that does not require sharing.s That election was not universaL and can be amended each year.

NYNEX Opposition at 2, n.4.

, Reporting Requirements on Video Dialtone Costs and Jurisdictional Separations for
Local Exchange Carriers Offering Video Dialtone Services, Memorandum Opinion and Order.
DA 95-2026, AAD No. 95-59, released September 29, 1995.

4 AT&T Comments, tiled October 27,1995 at 6.

Bell Atlantic Opposition at 3~ SWBT Opposition at 4-5.
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Even without sharing, accurate earnings data that displays the effect of video dialtone systems is

critical to the Commission's monitoring and oversight of the industry. The Commission should

not compromise its ability to understand what effect this new offering is having on telephone

company operations and profitability.

Several of the RBOCs also point to various cases that have apparently used the "de

minimis" standard to resolve a particular problem. None of these cases cited by the RBOCs as

precedential have any meaningful application here. The first is the use of a rate of return buffer

zone. 6 A rate of return buffer zone is used to determine when a local exchange carrier should

be forced to pay refunds to customers. In effect it creates a zone of reasonableness for earnings,

determining what earnings are reasonable and what are overearnings. It has absolutely nothing to

do with cost allocations, and the need to keep accurate record of costs and revenues.

The second "precedent" for "de minimis" cited by the RBOCs is more inventive, but no

more persuasive. SWBT cites the Part 64 exception for incidental activities, which is subject to a

ceiling of 1 percent of total revenues.? However, video dialtone is not incidental. No LEe can

seriously maintain that they plan to build video dialtone systems that will produce no more than

1 percent of revenues. Nor. using AT&T's analysis cited supra, can one maintain that $105

million lost in sharing is incidental.

6 NYNEX Opposition at 3. Pacific Opposition at 3.

7 SWBT Opposition at 4.
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With respect to MCT's arguments that the Commission erred in not ordering revisions in

Part 69 to create a video diaJtone category. only SWBT has mounted a challenge. SWBT states

that the Commission has addressed this by requiring a Part 69 waiver, and by imposing the

financial segregation requirements. However, even Bell Atlantic -- whose views on video

dialtone have championed the cause of minimal regulation -- has conceded that a Part 69

category is needed. x

MCI requests that the Commission grant its Petition for Reconsideration in the above-

captioned proceeding.

Respectfully submitted,

MCI TELECOMMUNICATIONS CORP.

Mary L. Brown
180 I Pennsylvania Avenue NW
Washington, D.C. 20006
(202) 887-2551

Dated: December 27, 1995

x Bell Atlantic Comments, filed October 27, 1995. In an Appendix containing its
proposed rules, Bell Atlantic specifies changes to Part 69 which include creating a specific Part
69 category.
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